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At the fourteenth session of the Economic and Social 
Council on May 29, Mr. Rooth, Managing Director of 
the Fund, made the following comments on the Fund’s 
activities: “The Fund has recently worked out some basic 
decisions setting forth more clearly the conditions under 
which the Fund’s resources would be available to its 
members as a second line of reserves to meet temporary 
exchange difficulties. The schedule of interest charges 
for the use of Fund resources has also been revised. We 
have had three exchange transactions since our last An- 
nual Report, one of which has been authorized under the 
new decision. It is my hope that these new policies will 
enable the Fund to be of greater help to its members in 
meeting temporary exchange needs.” 

Mr. Rooth stated that the continuance of payments 
difficulties showed how far the world had fallen short 
of creating the conditions required for achieving the 
goals of the Fund and the United Nations. “The general 
magnitude of the dollar payments problem is shown by 
the current deficit of the rest of the world with the 
United States, which has amounted to about $4.7 billion 
for the nine months since July 1951. There is no con- 
venient means for measuring the magnitude of the non- 
dollar payments problem. Its severity is indicated, how- 
ever, by the fact that certain sterling area countries are 
proposing to reduce their sterling imports by as much 
as 40 per cent; and both the United Kingdom and France 
are cutting their European imports by 20 per cent or 
more. 

“The magnitude of these restrictions and the large re- 
duction in the central reserves of the sterling area have 
given to these payments difficulties an urgent character. 
After the devaluations of 1949, there was a marked im- 
provement in the international payments of the devalu- 
ing countries. This first improvement was followed by 
an even more striking change in the 12 months after 
the outbreak of fighting in Korea. The announcement of 
large rearmament programs and the fear of shortages 
led to a sharp rise of the prices of raw materials and 
foodstuffs. International trade in manufactures also 
increased considerably because of anticipatory buying 
and because of the higher levels of income in raw mate- 
rials countries. 

“There was a general tendency to overestimate the 
significance of the change in international payments and 
of the improvement in reserves following the devalua- 
tions. When the Korean fighting gave rise to an enormous 
increase in United States imports, many countries acted 
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as if the Oblem had vanished. They forgot 


that 1950-51 was an exceptional boom year during which 
old debts should have been repaid, gold and foreign ex- 
change reserves should have been increased, and a sound 
foundation laid for reducing trade and payment restric- 
tions. National policies were committed to an inflated 
level of costs on the precarious basis of a boom in prices 
resulting from fear of scarcity. When the speculative 
demand fell off, the continuing weakness in the pattern 
of international payments was revealed. 

“The difficulties caused by such changes in international 
payments would, of course, be considerably eased if 
countries generally held adequate reserves. Unfortunately, 
in many countries, the inflated demand for imports makes 
it difficult to accumulate reserves at all during a small 
boom, and in a big boom their accumulation of reserves 
is, as a rule, relatively small. As a consequence, even a 
moderate and temporary recession in world markets 
brings with it large deficits in international payments, 
which are difficult to meet with their small reserves. That 
is why the recent decline in United States imports and 
the drop in raw materials prices seem to have caused a 
new payments problem. 

“This is, of course, the same payments problem that 
has persisted throughout the postwar period, which has, 
by various measures, been dealt with intermittently, but 
not adequately. It was not unreasonable in 1945 to feel 
that most of the payments difficulties were due to the 
destruction and dislocation of the war. The rebuilding 
of production facilities and the resumption of trade con- 
nections were essential for the strengthening of the in- 
ternational payments of the area disrupted by war. It 
was not unreasonable in 1947 to feel that an expansion 
of production would help to establish balance in inter- 
national payments. The large increase in exports and the 
elimination of extraordinary imports could be more effec- 
tively accomplished in an economy in which production 
was increasing. It was not unreasonable in 1949 to feel 
that an adjustment of exchange rates was necessary to 
restore competition in export markets. The expansion 
of the exports of the deficit countries and the direction 
of more of their exports to the surplus countries could 
not be accomplished with overvalued exchange rates and 
a distorted structure of prices. 

“The measures taken for reconstruction, the expansion 
of production, and the devaluation of some currencies 
were essential parts, but not the whole, of a solution of 
the payments problem. The illusion was in assuming 
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that these measures were of themselves enough to bring 
about a strong and enduring pattern of international 
payments. As long as inflation persists, it is impossible to 
avoid serious disturbances in international payments. A 
persistent balance of payments deficit is a clear indica- 
tion that internal measures are necessary to correct an 
inflation. Inflation not only causes difficulties in a coun- 
try’s own payments; it also makes it harder for other 
countries to deal with their payments problems. This is 
especially true of inflation in deficit countries with in- 
convertible currencies. 

“In many countries the urge for investment outruns 
the real resources available. Unless investment plans are 
limited, there is no way of avoiding inflation and a con- 
sequent payments problem. This does not imply that 
the investment is unnecessary, but simply that it requires 
more resources than the economy can provide through 
savings or obtain from foreign aid and foreign capital. 
A policy of cheap and easy credit or direct and indirect 
financing of the Government through the Central Bank 
encourages the illusion that bank loans are as effective 
as savings in providing real resources for investment. 
Such a policy can only lead to inflation and create 
balance of payments difficulties. 

“Since the end of the war, considerable progress in 
raising consumption levels has been made in many coun- 
tries. In others, living standards remain dangerously 
low. Fundamental social and economic reforms are in 
some instances necessary, but the one sure way to raise 
living standards is to increase the efficiency of production. 
It is futile to attempt to bring about a steady improve- 
ment in living standards merely by a rise in money 
wages, without a corresponding expansion in the supply 
of goods for workers. Nor is it possible to use price and 
rent controls or universal subsidies for food, coal, and 
housing to overcome the real shortages that hold down 
the standard of living. 


“There is a lamentable tendency to believe that restric- 
tions and discriminations provide a way out of payments 
difficulties. Restrictions and controls do limit the pay- 
ments deficit, but that means that they intensify the 
price inflation at home. They do not avoid the need to 
take effective measures that will end the payments diffi- 
culties; and they can in no sense be a substitute for such 
measures. The longer the restrictions and discrimina- 
tions are retained, the more they distort the economy and 
hinder those adjustments in production and trade that 
must be made. The discrimination, which the dollar 
scarcity is supposed to justify, may be necessary until 
remedial action is taken. In fact, it contributes nothing 
toward the real solution of a country’s payments prob- 
lem. At the same time, a country pays a heavy cost for 
discrimination by compelling its producers and con- 
sumers to buy in high-priced markets. The dollars it 
presumably saves in this way are in part lost by the 
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diversion of some of its exports to and through these 
same soft currency markets. 

“A great deal has already been done to meet the post- 
war payments problem. For Western Europe, Latin 
America, and other regions, the deficit in dollar pay- 
ments in terms of 1947 export dollars is now about half 
of what it was five years ago. This improvement in 
dollar payments is the result of the increase in produc- 
tion and the expansion of exports. Along with this, there 
has been considerable progress in wiping out the infla- 
tion carried over from the war. It remains now to 
complete the work by eliminating the current inflation. 

“The delay in resorting to the traditional measures 
of budget and credit policy has undoubtedly hampered 
the efforts to solve the payments problem. Many coun- 
tries have now removed central bank support for the 
government security market, tightened bank credit, and 
let interest rates respond to the real relationship between 
savings and the need for capital. At the same time, 
budgets have been strengthened through greater taxation 
and the gradual reduction of subsidies on consumption. 
No one can say that the wider application of such meas- 
ures will surely solve the payments problem. It can, 
however, be said with assurance that the payments prob- 
lem will not be solved until the inflation is eliminated. 

“It will be politically difficult to intensify the meas- 
ures to deal with inflation. Indeed, unless reasonable 
men, including the leaders of opposition parties, can 
cooperate and agree on reasonable measures, the infla- 
tion may become even more acute. Rearmament is 
increasing and with it the budgetary needs of Govern- 
ments. Generous assistance from the United States for 
defense and for economic aid will help to meet this 
problem in part. Much more will have to be done by 
the countries themselves to provide resources for defense. 
Another difficulty is the setback in some of the consumer 
goods industries, notably textiles. Widespread unem- 
ployment is not at all necessary for avoiding inflation. 
But if countries are induced to slacken their efforts to 
eliminate inflation as soon as pockets of unemployment 
appear in one or another industry, the payments prob- 
lem may become permanent. 


“There is no reason to assume that the world is faced 
with a general contraction in international trade. Des- 
pite the recent decline in demand, dollar markets are far 
greater than before. National income in the United 
States and Canada has risen by about 30 per cent during 
the past two years. The value of their imports was 
about 60 per cent greater in 1951 than in 1949, Even 
when allowance is made for the rise in prices, this repre- 
sents a 15 per cent increase in real income and a 20 per 
cent increase in the volume of imports. No doubt, this 
reflects in part the impetus given to production and 
trade by rearmament. But much of it represents a real 
growth in the economic capacity of these countries. The 
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intensification of restrictions on non-dollar imports in 
some non-dollar countries has increased the supplies 
available for export to hard currency areas. This should 
be followed by greater efforts to increase exports to 
dollar and other hard currency countries. 

“The vast changes in the world economy since 1939 
have made the deficit countries more dependent on dollar 
sources of supply for raw materials, foodstuffs, machinery, 
and equipment. These countries can pay for their im- 
ports only if they find markets in the dollar countries. 
The dollar countries can make their greatest contribution 
to the restoration of stability and balance in the world 
economy by further reducing tariffs, eliminating quan- 
titative restrictions on imports, and simplifying customs 
and other legal and administrative hindrances to trade. 
Limitations on the capacity of other countries to compete 
fairly with American producers and shippers must in 
the end result in restrictions on imports from the United 
States and other dollar countries, and add to the difficulty 
of paying interest and amortizing principal on dollar 
credits. During the past two decades, the United States 
has led the way in reducing tariffs and trade restrictions. 
It would be tragic if this policy were now reversed. 

“The effects of inflation manifest themselves also in 
the maldistribution of income, the unwillingness to 
accumulate savings, and the misuse of productive re- 
sources. In the underdeveloped countries, the social and 
economic disturbances caused by inflation are even more 
serious than in the industrial countries, because their 
levels of income are so low. They cannot afford the 
wastes and distortions in investment that result from 
inflation because their need for capital for developing 
their agricultural and industrial production is so great. 
Their experience has shown that inflation does not neces- 
sarily bring development and development does not 
require inflation. 

“The process of economic development is very com- 
plex, involving not only investment, but institutional 
arrangements favorable to enterprise, and technical and 
managerial skills in operating enterprises. This being 
said it is, nevertheless, true that there is a great deficiency 
of savings relative to investment needs in most under- 
developed countries. Under such circumstances, their 
payments problems cannot be met without a flow of 
capital from abroad. Obviously, such capital can come 
only from the surplus countries. 


“The fact that underdeveloped countries require capi- 
tal from abroad indicates that for them a proper balance 
of payments involves some deficit on goods and service 
account that will normally be financed by foreign aid 
and investment. This does not mean that they can be 
heedless of their financial and exchange policies. Private 
capital is much more likely to be available if the under- 
developed countries avoid inflation, maintain a strong 
payments position, and permit the prompt and unre- 
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stricted remittance of current earnings. Even under such 
conditions, the flow of private capital may be insufficient. 
It will then be clear, however, to what extent depend- 
ence must be placed on international and governmental 
agencies to help to meet the capital needs of the under- 
developed countries. 

“The world’s economic and financial problems are not 
insuperable. They can and will be solved. They will be 
solved with less injustice and with less poverty if each 
country will act promptly to put into effect the financial 
and economic policies which are indispensable to its 
well-being and which it alone has the power to apply. 
And beyond that we need a spirit of mutual understand- 
ing and mutual aid, to help those who are striving to pay 
their own way and to develop their own productive 
powers.” 


Europe 
Recent Sterling Quotations 

The spot dollar rate for sterling has recently fallen 
from a high of $2.8114 to $2.7814. This is reported to 
have been caused by declining covering purchases of 
sterling due to repayment of foreign credits falling under 
the new Bank of England ban, and by bidding for dollars 
notably by large oil companies. With spot sterling 
approaching the lower limit of $2.78, the Bank of Eng- 
land is being called upon to satisfy some of the open 
market’s requirements. 

While the rate for American account sterling has been 
weakening, the rates for various types of “cheap” sterling 
have been hardening. In May, security sterling strength- 
ened from $2.43 to $2.4714, and transferable sterling 
rose to $2.62, at which level the discount against the 
official rate narrowed to 6 per cent. At this figure, 
commodity shunting based on cheap sterling can be 
profitable only on a relatively narrow range of com- 
modities. 

Source: The Economist, London, England, May 31, 1952. 


French Stabilization Loan 

According to a decree of May 26, the new 314 per cent 
French Government loan (see this News Survey, Vol. IV, 
p. 366) will be redeemable in 60 years beginning June 
1, 1952. Reimbursement will take place in equal annual 
installments, by drawings. The Government has reserved 
the right to repay all or part of the loan in advance of 
the date established, but not before June 1, 1960. 

Beginning January 1, 1953, the new bonds will be 
acceptable in payment of a number of taxes. The values 
at which the bonds will be accepted for these payments 
will be established twice a year—June 1 and November 
30. The value established on June 1 each year will also 
be the value at which repayment will be made for the 
bonds drawn. On each of these dates, the value will be 
computed—for a 100,000 franc denomination—by mul- 
tiplying by 25 the average quotation of the 20 franc gold 
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piece (Napoleon) on the free official market during the 
100 preceding days. The quotation of this coin is cur- 
rently 4,000 French francs. If, however, the average 
quotation falls below the present quotation, repayment 
will be made at the price of issue of the bonds. The bonds 
have the same privileges, immunities, and tax exemptions 
as the consolidated debt at 3 per cent. The principal 
will be repaid net of all taxes, present or future, and 
will not be subject to the progressive surtax. Also, the 
bonds will be exempt from turnover tax and from taxes 
on added value. 

Cash, checks, or a number of older bonds may be 


used for subscribing to the new loan. The new bonds 


are issued at par, and the flotation may be closed at any 
time without advance notice. By a separate notice of 
the Exchange Office, authorization has been given per- 
mitting French residents abroad to subscribe to the loan. 

The pegging of the market value of the bonds to the 
free quotation of the Napoleon does not apply to interest. 
Also, this clause does not mean that subscribers can 
purchase the bonds with gold, although one of the pur- 
poses of the loan is to mobilize some of the gold hoarded 
in France, generally estimated at around 2,000 to 4,000 
tons. To subscribe to the loan, gold owners first have to 
sell their gold to commercial banks, and then invest the 
proceeds in the bonds. Banks, in turn, will sell this gold 
to the Stabilization Fund, which has informed authorized 
banks that until May 29 it would repurchase all Napo- 
leons sold to banks, paying the current price of 4,000 
francs per unit. This has enabled the banks, in turn, to 
guarantee their customers 4,000 francs for each Napoleon 
until the end of the month. It is not yet known if such 
a de facto commitment of the Stabilization Fund will be 
extended into June. This has weakened somewhat the 
quotations of bar gold, which at the beginning of the 
last week of May were 2 per cent below quotations a 
few days earlier. Subsequently, however, as a result of 
arbitrage with Napoleons and other gold pieces, the quo- 
tation recovered. A Wall Street Journal report from Paris 
cautions that the loan has been pegged to the Napoleon 
and not to bar gold. The Napoleon at present sells at a 
premium of 38 per cent over bar gold, since such coins 
are popular and of limited supply. However, this pre- 
mium could be cut sharply if the Government should 
mint more coins, which it may do to avoid or limit losses 
on the new bonds. 

The results of the flotation for the week ended Sat- 
urday, May 31, appear to be promising; this is indicated 
by the sharp increase in the volume of sales of Napoleons 
since May 26. Transactions in Napoleons amounted to 
about 100,000 units (US$1.1 million) on May 27, 300,000 
units on May 28, and a record figure of 500,000 units 
on May 29. On May 30, transactions were still well sus- 
tained, at 300,000 units. During this entire week, the 
official free market price for the Napoleon remained at 
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4,000 francs. No information is yet available on actual 
subscriptions to the loan. The Government has not estab- 
lished either goal or ceiling for the total amount of 
bonds that it expects to sell. It is generally believed that 
to be successful the total value of bonds sold should be 
upward of 300 billion francs, or US$860 million. 

The resources needed to cover the budgetary deficit 
for the current fiscal year are estimated at 500-700 mil- 
lion francs, but some of these resources will be supplied 
by sources other than the new loan, and in particular by 
savings banks. 

Sources: Agence Economique et Financiére, Paris, 
France, May 23 and 27-31, 1952; The Wall 
Street Journal, New York, N. Y., June 2, 1952. 


Problems Confronting Benelux Economic Union 

At present, economic cooperation between the Benelux 
countries—Belgium, the Netherlands, and Luxembourg— 
consists mainly of a common customs tariff vis-a-vis other 
countries and freedom of customs duties in intra-Benelux 
trade, both of which measures became effective on Janu- 
ary 1, 1948. Discussions of the formation of a full Eco- 
nomic Union—implying, among other things, that persons, 
goods, and capital could move freely over the entire 
Benelux territory—have been going on since 1946. 

The Netherlands Government—in a memorandum of 
February 18, 1952—took the initiative in investigating 
again the possibilities of realizing an Economic Union. 
In this document three main conditions are said to have 
been mentioned: (1) a deliberate and efficient coordina- 
tion of domestic policy; (2) unification of foreign eco- 
nomic and monetary policies; (3) establishment of a 
common Benelux quota in the European Payments Union 
and of the obligation to accept foreign exchange surpluses 
(acquired from third countries) for the settlement of 
payments balances between the Netherlands and the Bel- 
gian-Luxembourg Economic Union. 

The Belgian Government answered during April in two 
memoranda. It appears that the Belgian Government, 
recognizing the need for progressing as far as possible 
toward an Economic Union, stressed in particular greater 
coordination of domestic policy. According to the Bel- 
gian viewpoint, the free exchange of goods—the main 
purpose of an Economic Union—does not require, under 
all circumstances, a unified policy vis-a-vis other coun- 
tries. The conclusion of joint payments agreements 
would not solve the question of settling the bilateral 
balances between the Benelux countries, and it is deemed 
impossible to undertake the obligation of accepting, in 
settlement of such balances, the foreign exchange of third 
countries. Finally, the Belgian Government emphasized 
the necessity for continuing and accentuating the policy 
which tends to harmonize the prices and wages of the 
Benelux countries, to avoid too wide discrepancies in 
their competitive positions. 

The problem of prices and wages in Benelux was 





INTERNATIONAL FinANcIAL News Survey, June 6, 1952 


recently discussed by Professor G. Brouwers, Secretary- 
General of the Netherlands Ministry of Economic Affairs, 
in an article in Economisch-Statistische Berichten. Ac- 
cording to his estimates, the hourly wage rates in Belgium 
at present are about 50 per cent higher than those in the 
Netherlands, whereas the Belgian cost of living and whole- 
sale prices surpass the Netherlands levels by one third 
and one quarter, respectively. This means a complete 
reversal of the prewar price relations, when both wages 
and prices were relatively higher in the Netherlands than 
in Belgium. Professor Brouwers foresees that an even- 
tual decrease in world prices will affect Belgian prices 
more rapidly and strongly than Netherlands prices. For 
this reason, Benelux price levels might be expected to 
come closer to each other than they are now, and the 
greater flexibility of Belgian wages might tend to narrow 
somewhat the difference in wage levels. However, the 
strong resistance against a reduction of nominal wages 
will, for the time being, hamper any significant reduction 
of the difference between wage levels. The author, being 
convinced that some adjustment of wage levels will be 
unavoidable, points to the impossibility of forecasting 
the level at which a “normal” relation will be established. 
His viewpoint is that in all countries the economic struc- 
ture, and the structure of prices and wages in particular, 
will have to adjust themselves to more normal demand 
and supply relations of the future. In some cases, mone- 
tary corrections can facilitate this process, which fre- 
quently causes less compensating effects on prices and 
wages in periods of declining prices than in periods of 
rising prices. 
Source: De Maasbode, April 11 and 18, 1952, and 
Economisch-Statistische Berichten, May 14, 
1952, Rotterdam, Netherlands. 


Norwegian Technical Aid to India 


As part of the United Nations program for aid to 
underdeveloped countries, Norway has established a 
NKr 10 million fund to aid one of those countries. 
India is the country selected, and the Government of 
India has declared its willingness to cooperate with Nor- 
way. As far as possible, the Government of India will 
determine the form in which the Norwegian aid will be 
given. 

The aid will be limited to a small land area, preferably 
one where the climatic and other conditions are best 
suited for Norwegians. Norwegian specialists—mainly 
engineers, fishery experts, doctors, etc.—will be sent to 
train Indians in their respective fields. Indians will also 
be invited to Norway for vocational training and to study 
Norwegian experience in the fields where aid is given. 
It is expected that the Indians will gradually be able to 
continue the programs started by the Norwegians. 
Source: Norges Handels og Sj¢fartstidende, Oslo, Nor- 

way, May 31, 1952. 


Greek Monetary and Price Developments 


The private supply of gold sovereigns in Greece con- 
tinues to exceed the private demand (see this News 
Survey, Vol. IV, p. 311), and, since the Bank of Greece 
has abstained from any intervention as a buyer on the 
gold market (at least on an effective scale), the gold 
sovereign rate has been fluctuating at levels below the 
presumed official ceiling of 226,500 drachmas. On June 
2, the rate was reported at 213,000 drachmas. Since 
the price of the sovereign in terms of black market dollar 
notes has declined only slightly in recent months (from 
$13 a sovereign in February to $12.90 in March and 
April and to $12.85 on May 23), the drop in the 
drachma price of the sovereign has also been reflected in 
a decrease of black market drachma quotations for for- 
eign exchange. The black market rate for the U.S. dollar 
note, which had been 17,350 drachmas (a premium of 
15.7 per cent) in February declined to 16,800 (a premium 
of 12 per cent) on May 23; and the sterling note rate 
was 42,100 drachmas (a premium of 0.2 per cent) in 
February and 40,000 (a discount of 4.8 per cent) on 
May 23. Black market premiums for foreign exchange 
transfers abroad, which are higher than those for bank 
notes, have also declined. For such transfers, the U.S. 
dollar rate was 18,100 drachmas (a premium of 20.7 per- 
cent) in February and 17,200 (a premium of 14.7 per 
cent) on May 23; and sterling was quoted at 45,150 
drachmas (a premium of 7.5 per cent) in February and 
at 42,350 (a premium of 0.8 per cent) on May 23. The 
dollar-sterling cross rate declined therefore from 2.43 on 
the basis of black market quotations for notes and 2.49 
on the basis of those for transfers abroad in February 
to 2.38 and 2.46, respectively, on May 23. 

Though seasonal factors and the recent drop of the 
world market price of gold have contributed to the 
changed conditions in the Greek gold market, these con- 
ditions are due primarily to the persistent anti-inflationary 
policy which was initiated late in the summer of 1951 
and has been intensified and systematized in 1952 (see 
this News Survey, Vol. IV, p. 311). Thus, while MSA 
counterpart funds deposited with the Bank of Greece in- 
creased by 928 billion drachmas, or 16.5 per cent, be- 
tween the end of 1951 and May 15, 1952, government 
overdrafts on the Central Bank increased by only 97 bil- 
lion drachmas, or 2.2 per cent, as a result of this anti- 
inflationary policy, and credits to agriculture and business, 
extended from Central Bank funds, declined by 409 billion 
drachmas or 10.4 per cent. Despite a 227 billion 
drachmas (17.5 per cent) decrease during the same period 
in government and commercial bank deposits with the 
Bank of Greece, the note circulation declined from 2,198 
billion drachmas on December 31 to 1,966 billion on 
May 15. 


The anti-inflationary policy, however, does not seem 
to have influenced significantly the general price level. 
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The slight downward movement of commodity prices 
since March merely conforms with the usual seasonal 
pattern. Retail prices in Athens, as measured by the 
To Vima index, on May 23 were at about the December 
1951 level, which indicates that the price increases in 
January and February (of some 3 per cent) were offset 
by declines in subsequent months. But despite the un- 
changed general price level, price discrepancies seem to 
have become even more intensified since last December. 
Although in the postwar period price increases of indus- 
trial commodities have been significantly greater than 
those of other goods, the level of industrial commodity 
prices on May 23 was 4.7 per cent above the December 
1951 level, while the prices of agricultural products had 
dropped by 2.4 per cent. The fact that prices of indus- 
trial commodities are maintained at a high level may be 
explained by the industrialists’ preference for borrowing 
on the free money market in gold or under the gold 
clause at onerous terms, rather than selling their cur- 
rent output or large inventories at prices which would 
bring profits down to normal levels. 


Source: To Vima, Athens, Greece. 


German Views on Exchange Restrictions 

. The Scientific Advisory Council of the German Fed- 
eral Ministry for Economic Affairs, in a recent report, 
explicitly advocates the removal of exchange restrictions. 
This conclusion is based on the experience of the past 
20 years, which has shown that the strains and stresses 
of the balance of payments, supposedly held in check by 
exchange restrictions, have actually been kept up and 
even aggravated by them. Exchange restrictions have led 
to a decline of division of labor in the world economy, 
in favor of autarchy and bilateralism—forces which 
today represent the greatest obstacle to a return to con- 
vertibility and thus also to the economic integration of 
Europe and to the defense effort. 

. A. policy .of import restrictions became necessary in 
Germany at one time, according to the Advisory Council, 
because of the maintenance of exchange rates which no 
longer corresponded to changed circumstances. One of 
the most serious consequences of such a policy is that it 
leads to a splitting-up of markets and thus to the creation 
of bottlenecks. A typical example of such a bottleneck 
is the so-called dollar gap, which expresses itself in the 
fact that at the present artificial exchange rate of the 
U.S. dollar the demand for dollar exchange cannot be 
satisfied. To seek the elimination of exchange restrictions 
for current transactions is an obligation implicit in Ger- 
many’s membership in the OEEC and the EPU, as well 
as in its application for admission to the International 
Monetary Fund. 

Complete elimination of all exchange control measures 
appears to be impractical under present German con- 
ditions, inasmuch as the control and limitation of inter- 
national capital movements cannot be dispensed with, 
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according to the Advisory Council. Control over capital 
transactions, moreover, is expressly permitted by the 
Articles of Agreement of the International Monetary 
Fund. Since the present strains and stresses in the inter- 
national monetary field have their origin largely in faulty 
exchange rate relations, made possible by exchange re- 
strictions, the abolition of restrictions presupposes a 
readiness to abandon unrealistic exchange rates which 
cannot be maintained in a market economy. This applies 
to intra-European currency relations as well as, most 
notably, to the relation between European currencies and 
the U.S. dollar. 

Among the conditions which must be present if the 
removal of exchange restrictions is to be a lasting suc- 
cess, the Advisory Council emphasizes in particular ade- 
quate foreign exchange reserves. Adequate reserves in 
this context are defined as an amount corresponding to 
several months’ import requirements. In this connec- 
tion, it is reported that German opinion is increasingly 
favoring the idea that foreign aid ought to take the form 
of building up a country’s foreign reserves so as to 
permit the return to normal payments relations. 

Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 
May 26, 1952. 


Middle East 
Oil in Egypt 
The Egyptian Ministry of Commerce and Industry has 
announced that the Government will build another oil 
refinery at Cairo and will purchase oil tankers. The 
Government is also planning to enlarge the existing re- 
finery, to increase oil depots, and to build a pipe line 
from Suez to Alexandria. 
Source: Middle East Economist and Financial Service, 
Forest Hills, N. Y., May 1952. 


Israeli Currency in Circulation 
Total currency in circulation in Israel increased from 

[£81,783,000 in April 1951 to I£115,978,000 in April 

1952. During the same period, the foreign exchange 

component of the currency cover dropped from 

1£5,233,000 (6.5 per cent of the total cover) to [£12,000 

(0.01 per cent of the total cover). 

Source: Barclays Bank (Dominion, Colonial and Over- 
seas), Overseas Review, London, England, 
April 1952. 

Iraqi Oil Production 

The Iraq Petroleum Company announced that its 

production of crude oil at Kirkuk (the country’s main 

oilfield) in April reached a record of 1,013,404 long tons, 

against 864,291 long tons in March. This sharp increase 

was due to the coming into operation of the new 30-inch 

pipe line from Kirkuk to Banias on April 9. Output of 

other Iraqi fields declined from 462,239 long tons in 

March to 397,384 long tons in April. 

Source: The Journal of Commerce, New York, N. Y., 
May 29, 1952. 
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Development Plans for East Pakistan 

Four United Nations FAO experts and the Pakistani 
chairman of the Central Engineering Authority will com- 
mence a preliminary survey of certain areas in East 
Pakistan under the PRs 189 million multi-purpose scheme 
submitted to the Pakistani Central Government by the 
FAO land and water development specialists. This is one 
of seven plans intended to step up agricultural produc- 
tion, generate power, facilitate irrigation and navigation, 
and control floods. The scheme, known as the Ganges- 
Kobadak Development Project, is expected to prepare 
2.2 million acres of land for irrigation. A population 
of approximately 3 million will be benefited by it. The 
project envisages the construction of a 60-mile canal to 
divert 10,000 cubic feet per second of water from the 
Ganges and to provide fresh water to the southern 
Khulna district area. According to the plan, hydroelectric 
generators to be set up at Kotchandpur will provide 
80,000 kilowatts of electric power during the flood 
season. During the low water season, a thermal plant, to 
be run by fire wood, will provide the needed power. 
Three pumping stations will be installed to provide the 
water for irrigation of two districts. The main canal will 
serve as a district inland water route between the Bay of 
Bengal and the Ganges for the largest inland vessels. 
This project will give an extra annual production of 
approximately 7 million tons of food grains, sugar cane, 
wheat, rice, and ravi crops, valued at PRs 400 million. 
The annual recurring cost is estimated at PRs 19 million 
and will bring an additional PRs 23 million to the pro- 
vincial exchequer. 
Source: Embassy of Pakistan, Pakistan Affairs, Wash- 
ington, D. C., May 16, 1952. 


Far East 


Indian Industrial Production 

Indian industrial production, which improved notably 
in 1951, continued to increase during the first quarter 
of 1952, and new production records were set for a 
number of important items. Coal production—at about 
9.41 million tons compared with 8.57 million in the first 
quarter of 1951—was the highest of any quarter on 
record. Despite a slump in prices, cloth production in 
the first quarter amounted to 1,029 million yards, against 
973 million a year earlier. Jute goods production was 
258,300 tons, compared with 201,800 tons; cement, 
821,600 tons compared with 730,000 tons; paper, 30,992 
tons compared with 34,527 tons. Steel production like- 
wise increased, partly because of a government-aided 
expansion program; it is estimated at 275,741 tons in 
the first quarter of 1952, compared with 267,200 tons 
in the first quarter of 1951. Steel production for the 
year 1951 exceeded the 1950 total by 62,000 tons. 
Source: The Statesman (Overseas Edition), Calcutta, 
India, May 24, 1952. 
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Foreign Investments in Japan 

Japan’s Foreign Investment Commission has an- 
nounced that foreign capital invested in Japanese con- 
cerns during the fiscal year ended March 31, 1952 totaled 
US$48,260,000. The foreign investments included 
4,822,850 shares of 200 Japanese companies purchased 
by foreigners on the stock market. The most popular 
issues among foreign investors were those of steel, rayon, 
mining, medical, nitrogen, and paper companies. Foreign 
investors’ holdings in these companies, however, are only 
a small percentage of the total issues. 

On the other hand, the Foreign Investment Commission 
cleared during the past year 397 cases of foreign invest- 
ment which represented a sizable amount of voting stock 
and participation in management. Investments in this 
category totaled 5,343 million yen, or about US$15 mil- 
lion. The most important were the shares of Nikkatsu 
International Building (by D. T. King), Koa Petroleum 
(by Caltex), Japan Oil Refinery (by California-Texas 
Corporation), Mitsubishi Petroleum (by Tidewater), 
Toa Fuel (by Standard Vacuum), Monsant Chemical 
Japan, Ltd. (by Monsant Chemical), and Daiichi Bussan 
(by C. A. England). 

In the last fiscal year, the Foreign Investment Board 
also cleared 124 contracts for technical investments, made 
largely through the rental of patents on a royalty basis 
for 4 to 15 years. The Board also approved, or is now 
screening, long-term loans offered by foreign investors 
to Japanese companies. They included California-Texas 
Corporation’s $19 million for Japan Oil Refinery; the 
Bank of America’s $8.5 million for Mitsui Shipping for 
construction of two tankers of 19,500 tons DW each; 
and Caltex’ $4.8 million for Nitto Shipping for the con- 
struction of one 24,000 ton tanker. 

Source: The Japan Economic Weekly, Tokyo, Japan, 
April 24, 1952. 


Indonesia’s First Stock Exchange 

It was announced in May that Indonesia’s first: stock 
exchange would be opened on June 3 and that trading 
in securities would get under way on June 4. The first 
securities to be traded in were to include the following 
national issues: 5 per cent bonds of the Republic of 
Indonesia 1950 (to be quoted ex interest) and 4 per cent 
1937 bonds. Other bonds and securities will be traded 
in as soon as possible. 
Source: Aneta News Bulletin, New York, N. Y., May 30, 

1952. 


United States and Canada - 

U.S. Civilian Stockpile Program 

The U.S. Defense Production Administration (DPA) 
has announced a program to stockpile metals for civilian 
use; the main purpose is to maintain metal output at 
high levels. DPA has made the program effective by 
authorizing the purchase of 30,000 tons of lead by the 
end of 1952. The metal will be sold either to private 





380 


industrial users or to the military stockpile, depending 
upon the demand situation at the end of the year. Pur- 
chases of other metals, such as zinc, tin, and a number of 
ferro-alloys, are also being considered. Criteria for the 
inclusion of a metal in the civilian stockpile are that it 
is in fairly large supply, and that the military stockpile 
goal for the metal is unfilled. 

Source: The Wall Street Journal, New York, N. Y., May 
31, 1952. 


Canadian Interest Rates 

The rate of interest on Government of Canada long- 
term bonds fell in May from 3.5 per cent to 3.34-3.4 
per cent. The movement is attributed to an easing in 
the demands of borrowers, including borrowers on mort- 
gages. The Bank of Canada has not intervened to sup- 
port the market. 
Source: The Financial Post, Toronto, Canada, May 31, 

1952. 


Latin America 
Uruguayan Measures to Encourage Wool Exports 


To encourage the export of greasy and scoured wool, 
the Uruguayan Government has removed the require- 
ment of prior consent of the Bank of the Republic for 
exports against inconvertible currencies. This measure, 
dated April 16, 1952, requires only that such exports 
must be made against the currency of the importing 
country. It also has suspended, for the period May 9 
to July 31, 1952, the application of customs duties and 
other taxes on wool exports. 

After the first quarter of 1951, Uruguay’s exports of 
greasy and scoured wool declined sharply, following the 
drop of wool prices in world markets. As a result 
Uruguay has a wool stock of some 165,000 bales, about 
90 per cent of the 1951-52 clip. 

Sources: Bank of London and South America, Fortnightly 
Review, London, England, May 17, 1952; Min- 
isterio de Ganaderia y Agricultura, Boletin 
Informativo, Montevideo, Uruguay, May 22, 
1952. 


National Income of Paraguay 

The national income of Paraguay in 1950 is estimated 
at 1,063 million guaranies, compared with 452 million in 
1946. Of the 1950 total, 471 million (44 per cent) is 
accounted for by agriculture; 225 million (21 per cent) 
by manufacturing industries; 141 million (13 per cent) 
by commerce; and 100 million (9 per cent) by Govern- 
ment. The Banco del Paraguay estimates that, at an 
exchange rate of 9 guaranies per U.S. dollar, the 1950 
national income would be equivalent to US$118 million. 
This compares with US$150 million in 1946, at a con- 
version rate of 3 guaranies per dollar. The per capita 
income in 1950, based on a population of 1,400,000, is 
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estimated at US$85, compared with US$125 in 1946 when 

the population was 1,220,000. 

Source: Banco del Paraguay, National Income of Para- 
guay, 1950, Asuncién, Paraguay, December 
1951. 


Other Countries 
Australian Dollar Import Cuts 


The cut by the Australian Government in dollar import 
licenses recalled for review on March 20 (see this News 
Survey, Vol. IV, p. 300)—which had originally been 
set at about £A20 million (US$45 million), or about 
25 per cent of the total outstanding—has been found im- 
practical, since orders already confirmed amounted to 
£A40 million (US$89 million). The plan therefore has 
been revised to cut unconfirmed orders outstanding on 
March 31 by 20 per cent, or by about £A9 million. 
Petroleum products and goods purchased under the $100 
million IBRD loan are unaffected. Dollar expenditure 
will be strictly limited until at least September 30. 
Sources: The Financial Times, London, England, May 

10, 1952; Australian News and Information 
Bureau, Australian Weekly Review, New York, 
N. Y., May 21, 1952. 


South African Interest Rates 


The South African authorities have reduced the sup- 
port prices for government stocks so as to bring the yield 
to 41/4 per cent, against 414 per cent, with corresponding 
adjustments for maturities below seven years. This is 
the second upward revision of the rate this year, and 
follows the raising of the yield by 14 per cent in mid- 
February. The main reason for the latest revision un- 
doubtedly lies in the amount of stocks the Reserve Bank 
has been compelled to accept while operating under the 
former peg. The Reserve Bank’s holdings of government 
stocks have risen by £314 million, to £22.8 million, 
since the beginning of the year. 

Source: The Financial Times, London, England, May 30, 
1952. 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the 
end of each note. Explanatory material may be 


added, but no Fund editorial comment or opinion. 
Therefore any views expressed are taken from the 
sources quoted and are not necessarily those of the 


Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained by applying to 

Information Officer 
INTERNATIONAL MONETARY FUND 
1818 H Street, N.W. Washington 25, D. C. 
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